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FINANCIAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Office  of  the  Legislative  Auditor  to 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Department  of  Live- 
stock's financial  activity  for  fiscal  years  1989-90  and  1990-91.   The  report  contains 
recommendations  concerning  fund  balance  in  the  Special  Revenue  Fund,  brand 
registration  collections,  the  recording  of  stock  estray  moneys,  travel  expenditures, 
contracted  services,  cash  collections,  federal  expenditure  reports,  and  reporting 
theft.   The  department's  written  response  to  the  audit  recommendations  is  included 
in  the  back  of  the  report. 

We  thank  the  executive  secretary  and  his  staff  for  their  cooperation  and 
assistance  throughout  the  audit. 

Respectfully  submitted, 

Scott  A.  Seacat 
Legislative  Auditor 
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Summary  of  Recommendations 


This  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  department's  response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


We  recommend  the  department  evaluate 
methods  to  reduce  the  fund  balance  in 
the  Special  Revenue  Fund 


Agency  Response:   Concur.   See  page  32. 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


Recommendation  #5 


We  recommend  the  department: 

A.  Account  for  the  proceeds  from  the  sale 
of  estrayed  animals  in  the  Agency  Fund 

in  accordance  with  state  law 10 

Agency  Response:   Conditionally  Concur.   See  page  34. 

B.  Transfer  $34,692  in  interest  revenue  to 

the  General  Fund 10 

Agency  Response:   Do  Not  Concur.   See  page  34. 

We  recommend  the  department  comply  with  state 

travel  laws 11 

Agency  Response:   Concur.   See  page  34. 

We  recommend  the  department  address  the 

terms  and  conditions  required  by  state 

policy  in  its  contracts  for  services 12 

Agency  Response:   Concur.   See  page  35. 

We  recommend  the  department  continue 

improving  its  brand  inspection  report 

reconciliation  process 13 

Agency  Response:   Concur.   See  page  35. 
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Summaiy  of  Recommendations 


Recommendation  #6 


We  recommend  the  department  address  timely 
depositing  of  brand  registration  collections 
in  its  development  of  a  staggered  brand 
registration  system 


15 


Page  vi 


Agency  Response:  Concur.  See  page  36. 


Recommendation  #7 


We  recommend  the  department  ensure  all  cash 
and  checks  are  secured  as  required  by  state  policy. 


16 


Agency  Response:  Concur.  See  page  36. 


Recommendation  #8 


We  recommend  the  department  comply  with 
Governor's  Office  directions  in  preparing 
its  schedule  of  federal  financial  assistance.  . 


16 


Agency  Response:   Concur.   See  page  36. 


Recommendation  #9 


We  recommend  the  department  notify  the 
Attorney  General  and  the  Legislative 
Auditor  of  any  actual  or  suspected  theft 
in  compliance  with  state  law 


17 


Agency  Response:   Concur.   See  page  36. 
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IntrodDCtioii 


We  performed  a  financial-compliance  audit  of  the  Montana 
Department  of  Livestock  for  fiscal  years  1989-90  and  1990-91. 
The  objectives  of  the  audit  were  to  determine  if: 


1.  The  department  complied  with  applicable  laws  and 
regulations  during  the  audit  period. 

2.  The  department's  administrative  and  accounting  controls 
were  effective  to  ensure  resource  use  was  consistent  with 
laws  and  regulations;  resources  were  safeguarded  against 
waste,  loss,  and  misuse;  and  reliable  information  was 
maintained  and  fairly  disclosed  in  the  financial  records. 

3.  The  department's  financial  schedules  present  fairly  the 
department's  changes  in  fund  balance  and  results  of 
operations  for  the  two  fiscal  years  ended  June  30,  1991. 

4.  The  department  implemented  prior  audit  recommendations. 

This  report  contains  nine  recommendations  to  the  department. 
The  recommendations  address  areas  where  the  department  can 
improve  its  management,  internal  controls,  financial  reporting, 
and  compliance  with  laws  and  regulations. 

Other  areas  of  concern  not  having  a  significant  effect  on  the 
successful  operations  of  the  department  are  not  included  in  this 
report,  but  have  been  discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  costs,  if  significant,  of  implementing  the  recom- 
mendations made  in  this  report. 


Background 


The  Department  of  Livestock  (department)  was  established  to 
provide  for  the  control  and  eradication  of  animal  diseases,  to 
prevent  the  transmission  of  animal  diseases  to  humans,  and  to 
protect  livestock  from  theft  and  predatory  animals.  The  Board 
of  Livestock  serves  as  the  head  of  the  department  and  is  respon- 
sible for  its  administration.  The  seven  board  members  are 
appointed  by  the  governor  and  confirmed  by  the  senate  to  serve 
six- year  terms.  The  board  appoints  an  executive  secretary  to 
serve  as  the  department's  chief  administrative  officer.  The 
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executive  secretary's  duties  include  the  day-to-day  supervision 
of  the  department  and  ensuring  board  directives,  policies,  and 
rules  are  carried  out.   The  department  is  organized  into  five 
divisions: 

Centralized  Services  Division  -  provides  accounting,  budget- 
ing, payroll,  personnel,  legal,  purchasing,  data  processing, 
and  other  general  service  functions  for  the  department. 

Brands  Enforcement  Division  -  includes  the  Inspection  and 
Control  program  and  the  Predatory  Animal  Control  pro- 
gram.  The  Inspection  and  Control  program  is  responsible 
for  livestock  theft  investigations,  brand  inspections,  record- 
ing of  livestock  brands,  and  dealer  licensing.  The  Predatory 
Animal  Control  program  controls  certain  predators  that  kill 
or  injure  domestic  livestock. 

Animal  Health  Division  -  includes  the  Disease  Control  pro- 
gram, and  the  Rabies  Control  program.  The  Disease  Con- 
trol program  is  responsible  for  the  control  and  eradication 
of  animal  diseases,  and  prevention  of  the  transmission  of 
animal  diseases  to  humans.   The  Rabies  Control  program  is 
designed  to  prevent  exposure  of  domestic  animals  and 
humans  to  rabid  animals. 

Diagnostic  Laboratory  Division  -  provides  laboratory  sup- 
port for  the  Disease  Control  program.  Milk  and  Egg  pro- 
gram, veterinarians,  and  livestock  producers. 

Meat.  Milk,  and  Egg  Division  -  includes  the  Milk  and  Egg 
program,  and  the  Meat  Inspection  program.   The  Milk  and 
Egg  program  ensures  that  eggs  and  milk  products  sold  or 
manufactured  in  the  state  are  fit  for  human  consumption. 
The  division  also  oversees  the  Meat  Inspection  program  as 
established  by  the  Montana  Meat  and  Poultry  Inspection 
Act  of  1987.   The  purpose  of  the  program  is  to  provide  for 
a  state  certified  supply  of  wholesome  meat  products  for 
retail  consumption. 

The  Livestock  Crimestoppers  Commission  is  administratively 
attached  to  the  department.   This  commission  provides  a  reward 
program  for  information  used  in  detecting  livestock  related 
crime. 

The  department  headquarters  is  located  in  Helena.   The  Brands 
Enforcement  Division  has  employees  in  livestock  market  centers 
throughout  the  state.  The  Diagnostics  Laboratory  operates  oa. 
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the  Montana  State  University  campus  in  Bozeman.   The 
department  collected  approximately  $10  million  in  budgeted 
revenues  and  spent  approximately  $9  million  in  budgeted 
expenditures  during  the  two  fiscal  years  ended  June  30,  1991. 
During  the  audit  period,  the  department  had  approximately  129 
employees. 
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Prior  Audit  Recommendations 


Prior  Audit  We  performed  the  audit  of  the  department  for  the  two  fiscal 

Recommendations  years  ended  June  30,  1989.   The  report  contained  seven  recom- 

mendations.  Five  of  the  recommendations  are  still  applicable  to 
the  department. 

Of  the  five  recommendations,  the  department  implemented  one 
and  did  not  implement  four.  The  recommendations  not  imple- 
mented relate  to  the  recording  of  stock  estrays,  travel 
expenditures,  contracted  services,  and  brand  inspection  reports. 
These  issues  are  addressed  on  pages  8  through  13  of  this  report. 
Because  of  changes  in  the  laws  governing  spending  non-General 
Fund  money  first  and  disease  emergency  money,  the  prior  audit 
recommendations  relating  to  these  issues  are  no  longer  appli- 
cable. 
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Findings  and  Recommendations 


special  Revenue  Fund 
Balance 


We  analyzed  the  department's  financial  schedules  for  the  last  six 
fiscal  years  and  found  a  steady  increase  in  the  department's 
Special  Revenue  Fund  balance.  Over  the  last  six  years,  the 
department  collected  more  revenue  from  livestock  owners  than 
was  necessary  to  finance  the  operations  of  the  department.  The 
fund  balance  has  increased  from  $2,428,521  at  the  beginning  of 
fiscal  year  1985-86  to  $5,389,717  at  the  end  of  fiscal  year  1990- 
91.  Approximately  $1.5  million  of  the  fund  balance  may  be  attri- 
buted to  the  collection  of  brand  registration  fees.  The  following 
figure  shows  the  trends  in  revenues,  expenditures,  and  fund 
balance  for  this  period. 


Figure  1 

Deparfent  Find  Balance.  Revenues,  and  Expenditures 
For  Fiscal  Years  1986-1991 


I  Fund   9a  lance 


I E«pena I tures 


Source:  Statewide  Budgeting  and  Accounting  Syste 
-■  ■-  the  Offic   '  '"  •   -  •   ■ 


prepared  by  the  Office  of  the  Legislative  Auditor. 


Based  on  the  above  analysis  of  the  Special  Revenue  Fund, 
revenues  have  routinely  exceeded  expenditures,  causing  an 
increase  in  the  fund  balance.    The  following  graph  shows  the 
department's  revenues  by  category  for  the  last  six  years. 
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Figure  2 
Revenues  by  Clasa  for  Fiscal  Years  1986-91 
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Source:     Statewide  Budgetino  and  Accounting  Systea 

prepared  by  the  Office  of  the  Legislative  Auditor. 


As  shown  above,  the  majority  of  the  department's  revenues  come 
from  the  per  capita  tax  levied  on  livestock.   The  Board  of 
Livestock  annually  evaluates  and  sets  the  per  capita  tax  rates. 
Based  on  the  evaluation,  the  board  has  not  changed  the  rates  for 
the  last  three  years.   The  increase  in  license  revenues  in  fiscal 
year  1990-91  is  due  to  the  collection  of  $1.5  million  in  brand 
registration  fees,  as  previously  mentioned. 

Because  revenues  have  exceeded  expenditures  for  the  past  six 
years,  the  fund  balance  of  the  department  has  grown  to  a  le\el 
which  exceeds  the  department's  current  needs.    From  an  equity 
stand  point,  the  department  should  only  collect  revenues 
necessary  to  carry  out  the  operations  of  the  department. 

The  following  table  compares  the  department's  fund  balance  in 
the  Special  Revenue  Fund  to  current  year  expenditures.   This 
indicates  the  department  could  fund  a  significant  portion  of  its 
operations  through  expending  the  fund  balance  alone. 
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Table    1 

Beqimina  Fund  Balance  as  a  Percen 

tajje  of 
jres 

Current  Year 

Budgeted  Exoenditt 

Beginning 

Balance  as 

Fiscal 

X  of   Fiscal 

Fiscal 

Beginning 

Year  Budgeted 

Year  Budgeted 

Year 

Fund  Balance 

Exoenditures 

Expenditures 

1985-86 

$2,428,521 

$3,750,578 

64.75 

1986-87 

2,659,147 

3,724,319 

71.40 

1987-88 

2,737,153 

3,403,405 

80.42 

1988-89 

2,849,904 

3,488,267 

81.70 

1989-90 

3,245,559 

3,732,951 

86.94 

1990-91 

3,774,280 

4,041,133 

93.40 

Source: 

Statewide  Budget 

ins  and  Accourting  Sy«te« 

prepared  by  the  Office  of  the  Legislative  Auditor. 

Department  management  explained,  because  of  cyclical 
fluctuations  in  the  livestock  industry  the  fund  balance  is 
necessary  to  maintain  services  or  respond  to  livestock 
emergencies  in  years  when  revenues  may  not  be  as  plentiful. 
The  department  also  justified  its  fund  balance  by  stating 
portions  of  it  were  unavailable  for  expenditures.   Examples 
given  were  brand  and  disease  emergency  moneys. 

The  department's  fund  balance  includes  disease  emergency 
moneys  previously  collected  under  a  tax  law  which  was  repealed 
in  1987.   At  that  time,  the  department  had  $500,000  set  aside  for 
disease  emergencies.    In  fiscal  year  1987-88,  the  department 
spent  $34,500  of  these  funds  to  maintain  the  state's  brucellosis 
free  status.   The  department  has  not  spent  any  moneys  related  to 
disease  emergencies  since  fiscal  year  1987-88.   Current  disease 
emergencies,  such  as  the  threat  of  brucellosis  from  the  Yellow- 
stone Park  bison,  are  paid  from  the  department's  current 
operating  budget  and  not  with  disease  emergency  moneys.   Since 
the  law  which  provided  disease  emergency  moneys  no  longer 
exists,  there  is  no  authority  for  the  department  to  set  aside  this 
money.   Any  disease  emergency  moneys  could  be  used  for 
current  expenditures. 

The  department  should  develop  a  long  range  plan  outlining  uses 
of  funds  available  and  evaluate  methods  of  reducing  the  fund 
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balance  in  the  Special  Revenue  Fund.  Options  the  department 
may  consider  include  decreasing  its  support  in  other  funds  or 
lowering  taxes  and  fees  paid  by  livestock  owners. 


Recommendation  #1 

We  recommend  the  department  evaluate  methods  to  reduce 
the  fund  balance  in  the  Special  Revenue  Fund. 


Prior  Audit 
Recominendations 


We  evaluated  the  department's  progress  in  addressing  the  recom- 
mendations made  in  past  audit  reports.   The  next  four  sections 
deal  with  areas  where  the  department  did  not  implement  our 
prior  audit  recommendations. 


Stoci(  Estray  Proceeds 


Section  81-4-602,  MCA,  authorizes  the  department  to  take 
possession  of  stray  livestock  and  sell  the  animals  at  market  if  it 
cannot  locate  the  owner.   The  department  pays  the  expenses  for 
collecting,  holding,  advertising  and  selling  the  animal  out  of  the 
gross  proceeds  of  the  sale.   The  department  receives  the  balance 
of  the  proceeds  of  the  sale  which  are  subject  to  claim  by  the 
owner  of  the  estray  animal  for  a  period  of  two  years  from  the 
date  of  the  sale.   If  the  proceeds  of  the  sale  remain  unclaimed 
for  a  period  of  two  years,  the  department  may  request  the  state 
treasurer  to  place  the  proceeds  of  the  sale  in  the  department's 
Special  Revenue  Fund.   This  situation  is  similar  to  unclaimed 
property  held  by  the  Department  of  Revenue  which  is  accounted 
for  in  an  Agency  Fund  until  claimed  or  legally  transferred  to 
another  fund. 


State  law  defines  the  Agency  Fund  as  being  "used  to  account  for 
assets  held  by  the  state  government  in  a  trustee  capacity  or  as  an 
agent  for  individuals,  private  organizations,  other  governmental 
entities,  or  other  funds."  The  proceeds  from  the  sale  of  estrayed 
animals  meet  the  definition  of  "assets  held  in  trust  for 
individuals."  Since  the  proceeds  of  the  sale  are  not  legally  the 
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Findings  and  Recommendations 


department's  until  two  years  have  passed,  the  department  should 
account  for  the  proceeds  of  the  sale  of  estrays  in  an  Agency 
Fund.  The  department  currently  accounts  for  the  proceeds  of 
the  sale  in  its  Special  Revenue  Fund  as  property  held  in  trust. 

In  our  prior  audit  report  we  recommended  the  department  record 
stock  estray  moneys  in  the  Agency  Fund.   However,  the  depart- 
ment did  not  concur  with  our  recommendation.  If  the  depart- 
ment accounted  for  the  proceeds  of  the  sale  of  the  estrays  in  the 
Agency  Fund,  interest  earned  on  the  money  would  be  deposited 
in  the  General  Fund  in  accordance  with  section  17-6-202,  MCA. 
However,  in  accordance  with  section  81-1-104,  MCA,  the 
department  may  keep  interest  earned  on  the  proceeds  while  they 
are  accounted  for  in  the  Special  Revenue  Fund.   We  estimate  the 
General  Fund  lost  $17,453  in  interest  earnings  during  fiscal  years 
1989-90  and  1990-91.  This  amount  is  in  addition  to  the  $17,239 
in  lost  interest  to  the  General  Fund  reported  in  our  previous 
audit  report. 

The  department's  response  to  this  issue  in  the  prior  audit  stated 
the  department  accounted  for  the  stock  estray  proceeds  in  the 
Special  Revenue  Fund  to  avoid  making  periodic  transfers  from 
the  Agency  Fund.  The  department's  response  also  stated  the 
owners  would  receive  the  accrued  interest  on  the  estray  moneys. 
However,  department  personnel  said  they  do  not  allocate  any 
interest  earnings  on  the  property  held  in  trust  to  the  various 
estray  accounts. 
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Recommendation  #2 

We  recommend  the  department: 

A.  Account  for  the  proceeds  from  the  sale  of  estrayed 

animals  in  the  Agency  Fund  in  accordance  with  state 
law. 

Transfer  $34,692  in  interest  revenue  to  the  General 
Fund. 


• 


Travel  Expenditures  The  department  expended  $138,330  and  $145,447  for  travel  in 

fiscal  years  1989-90  and  1990-91,  respectively.  We  found  65 
instances  of  noncompliance  with  state  travel  laws  out  of  168 
claims  tested  for  36  department  employees.  The  instances  of 
noncompliance  are  similar  to  those  reported  in  our  previous 
audit  report.   Although  the  department  concurred  with  the 
recommendation  addressing  travel  law  violations,  instances  of 
noncompliance  continue. 

The  most  prevalent  error  relates  to  claiming  meals  when  an 
employee  is  not  in  travel  status.   The  department  allows 
individuals  to  claim  three  meals  for  travel  not  exceeding 
24  hours.   This  policy  violates  section  2-l8-502(e),  MCA. 

We  found  several  other  errors  in  our  testing  such  as  expense 
vouchers  supported  by  photocopies  of  receipts  rather  than  the 
original  receipt,  an  expense  voucher  reimbursing  an  individual 
for  lodging  without  the  supporting  lodging  receipt  and  an 
expense  voucher  without  the  required  supervisory  approval.   We 
also  found  an  individual  who  received  reimbursement  at  a  higher 
rate  for  personal  car  use  when  a. state  car  was  available. 
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Recommendation  #3 

We  recommend  the  department  comply  with  state  travel 
laws. 


Contracted  Services  We  reviewed  seven  types  of  contracts  issued  by  the  department 

relating  to  meat  inspection,  a  special  services  inspector,  dairy 
herd  improvement,  animal  health,  aerial  hunting,  veterinarians 
and  deputy  livestock  inspectors.  The  number  of  each  type  of 
contract  varies  from  single  contracts  for  special  services 
inspector  and  dairy  herd  improvement  to  over  600  contracts  for 
deputy  livestock  inspectors.   None  of  the  contract  files  reviewed 
contained  proof  of  workers'  compensation  coverage  or  an 
exemption  from  workers'  compensation  coverage  as  required  by 
state  policy.  This  issue  was  addressed  in  our  last  two  audit 
reports  and  continues  to  be  a  problem  for  the  department. 

In  addition,  the  contracts  did  not  contain  the  minimum  terms 
and  conditions  for  state  contracts  set  forth  in  state  policy.   The 
following  table  identifies  the  contract  deficiencies: 
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Table  2 

Contract  Deficiencies 

Types  of 

Contracts 

u 

thout  Terms 

Terms  &  Conditions 

& 

Conditions 

Workers'  Condensation  Coverage 

7 

Venue 

7 

Equal  Employment  Opportunity 

7 

Approval  of  Legal  Content 

6 

Arbitration  or  Litigation  Clauses 

7 

Assignment,  Transfer  &  Subcontracting 

r 

Process  for  Modification 

2 

Notice 

4 

Severabi I i  ty 

7 

Indemnity 

6 

Access  to  Records 

1 

Source:     Prepared  by  the  Office  of 

the  Legislative  Auditor 

The  state  policy  requiring  the  specified  terms  and  conditions  is 
to  ensure  ail  parties  know  their  rights  and  obligations  under  the 
contract. 

In  the  last  two  audit  reports,  we  recommended  the  department 
obtain  proof  of  workers'  compensation  coverage  or  proof  of 
exemption  from  workers'  compensation  coverage  for  its 
independent  contractors.  The  department  concurred  with  our 
recommendations  but  did  not  implement  procedures  to  ensure 
compliance.   In  response  to  the  current  exceptions,  department 
officials  stated  they  were  unaware  of  the  state  policy  concerning 
contracting  for  services. 


Recommendation  #4 

We  recommend  the  department  address  the  terms  and  condi- 
tions required  by  state  policy  in  its  contracts  for  services. 
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Brand  Inspection  Reports  The  department's  responsibilities  include  ensuring  livestock  is 

inspected  prior  to  transfer  across  county  lines  and  before  and 
after  sale.  State  and  deputy  livestock  inspectors  perform  the 
inspections  and  remit  completed  inspection  reports  to  the 
department.  The  inspector  collects  an  inspection  fee  ranging 
from  $.35  to  $10  a  head  and  also  collects  a  voluntary  $1  a  head 
on  cattle  sales  for  the  National  Beef  Check-Off  program.  State 
stock  inspectors  are  employees  and  remit  all  fees  collected  to  the 
department.  Deputy  stock  inspectors  are  appointed  to  perform 
inspection  duties  and  remit  only  the  Beef  Check-Off  fees 
collected  to  the  department.  The  department  collected  $672,545 
and  $637,237  in  inspection  fees  in  fiscal  years  1989-90  and 
1990-91,  respectively. 

In  our  prior  audit  report,  we  recommended  the  department 
develop  a  system  to  periodically  reconcile  brand  inspection 
reports  issued  to  reports  received  using  its  computer  system.  The 
department  concurred  with  our  recommendation  and  now  enters 
the  cattle  inspection  information  on  its  computer  system.  The 
department  can  print  a  report  showing  the  brand  inspection 
reports  issued  to  and  returned  by  each  individual  inspector  and 
follow  up  on  missing  inspection  reports. 

We  reviewed  the  computer  print  out  for  stock  inspectors  and 
found  inspection  reports  unaccounted  for  and  no  documentation 
of  whether  the  department  followed  up  on  the  reports.   In 
addition,  horse  and  sheep  inspections  are  not  maintained  on  the 
computer,  so  no  convenient  information  exists  to  ensure  all 
inspection  reports  issued  are  received.    Without  some  form  of 
reconciliation  the  department  cannot  ensure  all  the  revenues 
relating  to  brand  inspections  were  remitted  to  the  department. 


Recommendation  #5 

We  recommend  the  department  continue  improving  its 
brand  inspection  report  reconciliation  process. 
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Timely  Processing  of 
Brand  Registrations 


The  department's  responsibilities  include  recording  livestock 
brands  every  ten  years.  Calendar  year  1991  was  the  year  for 
registering  brands  this  decade.  The  department  collects  a  fee  of 
$50  per  mark  or  brand  and  records  it  as  revenue  in  the  Special 
Revenue  Fund. 


We  reviewed  the  department's  procedures  for  collecting  the 
brand  registration  moneys.  In  March  1991,  we  observed  the 
department  was  behind  in  the  processing  of  the  brand  registra- 
tion applications.  The  following  chart  documents  our  observa- 
tions. 


Table  3 

Observation  of  Reg i strati on  Progress 

Estimated  Dollar 
Niji4>er  of        Amount  of 
Date  of         Unprocessed     Unprocessed     Oldest 
Observation        Envelopes      Applications     Application 

March  19,  1991       3500         $203,000 
March  21,  1991       3500         $203,000 
April  1,  1991        1750          $101,500 

January  28,  1991 
February  6,  1991 
FebrvBry25,  1991 

Source:  Prepared  by  the  Office  of  the  Legislative 

Auditor 

State  law  requires  daily  deposits  with  the  state  treasurer  when 
the  total  collections  exceed  $500.   The  law  is  intended  to  safe- 
guard state  assets  and  ensure  the  maximum  investment  income 
for  amounts  deposited  with  the  state  treasury.   The  department 
lost  interest  earnings  to  its  Special  Revenue  Fund  by  not 
complying  with  state  deposit  laws.    Department  personnel  said 
staff  were  not  available  to  process  the  influx  of  brand  registra- 
tions received  at  the  beginning  of  the  year. 

The  1991  legislature  amended  the  brand  registration  law 
directing  the  department  to  develop  a  system  to  provide  for  the 
staggered  registering  of  marks  and  brands.   Based  on  the 
experience  of  the  current  brand  registering,  the  department 
should  include  in  its  development  of  a  staggered  brand  registra- 
tion system  a  way  to  ensure  compliance  with  state  deposit  laws. 
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Recommendation  #6 

We  recommend  the  department  address  timely  depositing  of 
brand  registration  collections  in  its  development  of  a 
staggered  brand  registration  system. 


Internal  Controls 


Management  is  responsible  for  devising  a  system  of  control 
wiiich  will  provide  reasonable  assurance  that  assets  are  safe- 
guarded from  unauthorized  use  or  disposition  and  the  financial 
records  are  reliable.  The  following  section  addresses  internal 
control  improvements  necessary  to  avoid  the  loss  or  theft  of  cash. 


Control  Over  Cash 


As  described  in  the  previous  report  section  on  page  13  relating  to 
brand  inspection  reports,  the  department  collects  a  dollar  per 
head  on  cattle  sold  for  the  National  Beef  Check-Off  program. 
Livestock  inspectors  remit  the  Beef  Check-Off  moneys  to  the 
department  and  the  department  in  turn  remits  the  money  to  the 
Montana  Beef  Council.  The  money  comes  to  the  department  in 
the  form  of  cash  and  checks.    The  department  collected 
S 1 ,5 1 8,000  and  $  1 ,688,000  in  Beef  Check-Off  fees  in  fiscal  years 
1989-90  and  1990-91,  respectively. 

We  observed  on  several  occasions  during  the  audit  period  cash 
and  checks  relating  to  the  Beef  Check-Off  program  left 
unattended  at  work  stations  during  employee  breaks.   This 
practice  increases  the  potential  for  money  to  be  lost  or  stolen. 
State  policy  requires  departments  to  secure  collections  during 
nonworking  and  working  hours.    Department  personnel  should 
lock  cash  and  checks  in  a  drawer  or  safe  any  time  the  work- 
station is  unattended. 
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Recommendation  #7 

We  recommend  the  department  ensure  all  cash  and  checks 
are  secured  as  required  by  state  policy. 


Federal  Compliance 


Schedule  of  Federal 
Financial  Assistance 


The  department  submits  a  schedule  of  federal  financial 
assistance  to  the  Governor's  Office  for  inclusion  in  the  Federal 
Single  Audit  Report.  The  directions  from  the  Governor's  Office 
state  the  schedule  should  include  total  current  year,  prior  year 
and  indirect  or  administrative  expenditures  related  to  the 
department's  federal  assistance  programs.  The  department  did 
not  report  prior  year  expenditures  and  indirect  cost  for  its  Meat 
and  Poultry  Inspection  program  (CFDA  #10.025)  of  $17,504  and 
$18,504  on  its  fiscal  year  1989-90  and  1990-91  schedules  of 
federal  financial  assistance.   By  not  reporting  these  expenditures 
on  the  schedule,  the  department  is  not  providing  accurate 
information  to  the  Governor's  Office  and  the  federal  agencies 
who  use  the  Single  Audit  Report. 


Recommendation  #8 

Ue  recommend  the  department  comply  with  Governor's 
Office  directions  in  preparing  its  schedule  of  federal 
financial  assistance. 
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Reportiiig  of  Theft 


Section  5-13-309(3),  MCA,  requires  state  agencies  to  immedi- 
ately notify  both  the  Attorney  General  and  the  Legislative 
Auditor  in  writing  upon  the  discovery  of  any  theft,  actual  or 
suspected,  involving  state  moneys  or  property  under  their  control 
or  for  which  they  are  responsible. 

The  department  cannot  account  for  several  brand  inspection 
books  issued  to  a  deputy  stock  inspector.  The  inspector  stated 
the  books  were  either  lost  or  destroyed.   Because  the  books  are 
missing,  the  department  cannot  determine  whether  any  Beef 
Check-Off  moneys  are  also  missing.  The  department  turned  this 
issue  over  to  the  appropriate  county  attorney  but  did  not  report 
it  to  the  Attorney  General  or  the  Legislative  Auditor  as  required 
by  state  law. 


Recommendation  #9 

We  recommend  the  department  notify  the  Attorney  General 
and  the  Legislative  Auditor  of  any  actual  or  suspected  theft 
in  compliance  with  state  law. 
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Summary  of  Independent  Auditor's  Report 


Snimnary  of  Indepen-  The  financial  schedules  are  prepared  from  the  Statewide  Budget- 

dent  Auditor's  Report  ing  and  Accounting  System  without  adjustments  for  errors  noted 

during  the  audit.  The  auditor's  opinion  issued  in  this  report  is 
intended  to  convey  to  the  reader  of  the  financial  schedules  the 
degree  of  reliance  which  can  be  placed  on  the  amounts 
presented.  The  unqualified  opinion  on  the  financial  schedules 
indicates  the  schedules  are  fairly  stated  in  all  material  respects 
and  the  reader  can  rely  on  the  reasonableness  of  the  information 
presented  on  these  schedules. 
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STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A. SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


^ifitt  Txl  tlt^  ^t^hlnii'txt:  ^nbitixx 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Department 
of  Livestock  for  each  of  the  two  years  ending  June  30,  1990  and  1991,  as  shown  on 
pages  22  through  28.  The  information  contained  in  these  schedules  are  the  respon- 
sibility of  department's  management.   Our  responsibility  is  to  express  an  opinion 
on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.   Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  schedules  are  free  of  material 
misstatement.   An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  schedules.   An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by  man- 
agement, as  well  as  evaluating  the  overall  financial  schedule  presentation.   We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  Note  1,  the  financial  schedules  are  presented  on  a  compre- 
hensive basis  of  accounting  other  than  generally  accepted  accounting  principles. 
The  schedules  are  not  intended  to  be  a  complete  presentation  and  disclosure  of  the 
department's  assets  and  liabilities. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in 
all  material  respects,  the  results  of  operations  and  changes  in  fund  balances  of  the 
Department  of  Livestock  for  the  two  years  ending  June  30,  1990  and  1991,  in  con- 
formity with  the  basis  of  accounting  described  in  Note  1. 


Respectfully  submitted^ 


^K)0'v-»-v-tO 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


December  13,  1991 
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DEPARTMENT  OF  LIVESTOCK 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1991 


FUND  BALANCE:  July  1,  1989 

ADDITIONS 
Fiscal  Year  1989-90 
Budgeted  Revenue 
Support  From  State  of  Montana 
Cash  Transfers  In 
Prior  Year  Revenue  Adjustments 
Prior  Year  Expenditure  Adjustments 

Fiscal  Year  1990-91 

Budgeted  Revenue  (See  Note  6) 

Support  From  State  of  Montana 

Cash  Transfers  In 

Prior  Year  Revenue  Adjustments 

Prior  Year  Expenditure  Adjustments 

Total  Additions 


General  Fund 
$ 0 


Special 

Revenue 

Fund 

$3.245.559 


6,935 

4, 

,140,086 

750,582 

15,711 

102,251 

6,623 

7,145 

5 

,555,798 

799,665 

16,276 
79,640 

T 

4.856 

1.564.3Z7 

.921.241 

REDUCTIONS 
Fiscal  Year  1989-90 
Budgeted  Expenditures 
Prior  Year  Expenditure  Adjustments 
Direct  Entries  to  Fund  Balance 

Fiscal  Year  1990-91 

Budgeted  Expenditures 

Prior  Year  Expenditure  Adjustments 

Prior  Year  Revenue  Adjustments 

Total  Reductions 

FUND  BALANCE:  June  30,  1991 


756,213 

3, 

,732,954 

1,304 

3,000 

805,459 

4, 

,041,133 

1,341 

10 

1.564.327 

L 

.777.087 

;       0 

$5. 

.389.713 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  26  through  28. 
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DEPARTMENT  OF  LIVESTOCIC 

SCHEDULE  OF  BUDGETED  REVENUE  &  TRANSFERS  IN  -  ESTIMATE  &  ACTUAL 

FOR  THE  TUO  FISCAL  YEARS  ENDED  JUNE  30.  1991 


Licenses 

and 
Permits 


Taxes 


Charges 

For 
Services 


Investment 
Earnings 


Sale  of 
Docunents  & 
Merchandise 


Grants, 

Contracts, 

&  Donations 


Income 
Collections 
&  Transfers 


Federal 


Total 


Fiscal  Year  1990-91 
GENERAL  FUND 

Estimated  Revenue 

Actual  Revenue 

Col  lections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue  (See  Note  6) 
Collections  Over 
(Under)  Estimate 

Fiscal  Year  1969-90 
GENERAL  FUND 

Estimated  Revenue 

Actual  Revenue 

Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$ 
$ 

7,500 
7.145 

(355) 

$2,130,000 
2.216.100 

$   86,100 

$ 

$_ 

$ 

1 

$ 

963,000 
973,403 

10,403 

$1 
1_ 

$ 

,308,700 
.627,957 

319.257 

$290,000 
304,593 

$  14,593 

% 
$ 

8,000 
6,935 

(1,065) 

$1,920,000 
2,236,923 

$  316,923 

977,500 
,046,953 

69,453 

$ 
$ 

105,000 
115,708 

10,708 

$185,000 
277,630 

$  92,630 

$  40,000 
24,908 


$110,000 

110,000 

$     0 


$  40,000 
48,113 

$  8,113 


$110,000 
110,000 


$16,000 
8,985 


$295,427 
289,852 


$         7,500 
7,145 


$5,153,127 
5.555,798 

$     402,671 


$         8,000 
6,935 


(1.065) 


$19,000 
28.232 

$  9,232 


$278,446 
276.527 


$3,634,946 
4.140,086 


$  505,140 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
pages  26  through  28. 


Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
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DEPARTHEMT  OF  LIVESTOCIC 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AWD  FUMD 

BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1991 


PERSONAL  SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 

Total 

OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Ut  i I i  t  i  es 

Repair  &  Maintenance 
Other  Expenses 
Total 


8,072 

2.166 

138.709 


30,989 

16,411 

4.753 

213.272 


5,345 
1.788 


88^359 


3,940 

878 

39.977 


Centralized 

Diagnostic 

Disease 

Inspection 

Services 

Laboratory 

Control 

Milk  &  Egg 

&  Control 

$247,694 

$437,887 

$  291,182 

$122,008 

$1,348,520 

5,225 

53.140 

104.551 

61.479 

30.959 

335.350 

306.059 

542.438 

352.661 

152.967 

1.683.870 

12,062 

59,046 

18,483 

1,118 

81,714 

16,772 

81.568 

36,170 

11,556 

132,573 

29,766 

14.195 

11,982 

3,566 

103,087 

18,061 

4,462 

14,042 

17,497 

50,748 

51,810 

1,848 

549 

1,422 

3,435 

300 

28,679 

6.336 

406.872 


Predatory 

Animal 

Control 

Program 


$  34,754 

12.516 
47.270 


81,645 

14,038 

1,454 

3,730 

5,379 

73,241 

165 

179.652 


Rabies 

Meat 

Control 

Inspection 

Total 

$287,204 

$2,769,249 
5,225 

67.139 

665.134 

354.343 

3.439.608 

$11,588 

14,627 

280,283 

1,282 

13,443 

307,402 

7,910 

171.960 

36,907 

145.447 

99 

21,191 

85,733 
31,289 

116 

4,372 

140,176 

1.975 

487 

18.548 

15.060 


98.937 


1.180.838 


EQUIPMENT  AND  INTANGIBLE 
Equipment 
Intangible  Assets 
Total 

TOTAL  PROGRAM  EXPENDITURES 


7,226 

56 

7.282 


$452.050 


37,322 

262 

37^584 


$793.294 


14.639 


14.639 


$  455.659 


13.706 
182 


149.461 

259 

149.720 


$2.240.462 


$226,922 


$15,060 


3,033 

3.033 


$456,313 


225,387 

759 

226.146 


$4.846.592 


GENERAL  FUND 

Budgeted  $  83.487  $338,954 

Actual  77.731  322.681 

Unspent  Budget  Authority      $  5.756  $  16.273 


$209,048 

176.832 

$  32.216 


$  5.430 

60 

$  5.370 


$228,534 

228.155 

$    379 


865.453 

805.459 

59.994 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$470,613 

470.613 

$     0 


$  496.756 

455.659 

$  41.097 


$  30.000 

30.000 

$ 0 


$2,261,569 

2.240.462 

$   21.107 


$273,487 

226.922 

$  46.565 


$15,000 

15.000 

$    0 


$228,533 

228.158 

$    375 


$4,150,277 

4.041.133 

$  109.144 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules 
on  pages  26  through  28. 
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DEPARTMENT  OF  LIVESTOCK 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND 

BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1990 


Centralized 
Services 


Diagnostic 
Laboratory 


D  i  sease 
Control 


Milk  &  Egg 


Inspection  & 
Control 


Predatory 
Animal 
Control 


Rabies 
Control 


Meat 
Inspection 


Total 


PERSONAL  SERVICES 
Salaries 

Other  Cofnpensation 
Enployee  Benefits 
Total 


$240,173 

5,150 

49.617 

294.940 


$410,322 

94.426 
504.748 


$  286,409 

57.927 
344.336 


$134,661 

32.865 

167.526 


$1,263,341 

301.099 
1.564.440 


$  33,894 

11.017 
44.911 


$246,229 

56.552 
302.781 


$2,615,029 

5,150 

603.503 

3.223.682 


OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Coimiuni  cat  ions 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 


28,440 
18,157 
32,872 
16,384 
49,625 

6,593 

1.556 

153.627 


59,141 

66,561 

20,457 

4,783 

2,049 

24,399 

21,297 

10.321 

209.008 


4,477 

959 

34,819 

10,395 

14,453 

3,217 

15,448 

13,491 

861 

612 

5,070 
3.240 


78.368 


3,643 

534 

32.851 


52,980 

88,296 

56,885 

51,164 

4,526 

233 

26,084 

12.164 

292.332 


85,200 

13,295 

1,283 

3,052 

4,985 

81,336 

2.179 

191.330 


$15,202 
210 

2 

42 


180 
15.636 


11,195 
17,559 
6,641 
34,006 
26,925 

5,629 

2.495 

104.450 


257,594 

249,292 

135,808 

138,330 

89,625 

24,632 

149,652 

32.669 

1.077.602 


EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment  5,023 

Intangible  Assets  

Total  5.023 

TOTAL  PROGRAM  EXPENDITURES  $453.590 


23,825 
197 


17,702 
95 


24.022    $  17.797 
$737.778    $  440.501 


12,821 
12.821 


$213.198 


119,914 
332 

120.246 


$1.977.018 


2,558 
2.558 


$238.799 


784 


784 


4,632 


4.632 


$16.420    $411.863 


187,259 

624 

187.883 


$4.489.167 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$312,572 

284.581 

$  27.991 


$193,817 

183.198 

$  10,619 


$41,912 

1.420 

$40.492 


$222,447 

205.769 

$  16J&78 


$  853,993 

756.213 

$   97.780 


SPECIAL  REVENUE  FUND 

Budgeted  $372,345  $453,197  $  503,080    $  30,000 

Actual                    372.345  453.197     440.501     30.000 

Unspent  Budget  Authority  $ 0  $     0  $  62.579   $ 


$1,991,131 

1.977.018 

$   14.113 


$270,377 

238.799 

$  31.578 


$15,000 

15.000 

$    0 


$222,446 

206.094 

$  16,352 


$3,857,576 

3.732.954 

$  124.622 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
schedules  on  pages  26  through  28. 


Additional  information  is  provided  in  the  notes  to  the  financial 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1991 


Saminaiy  of  Significant 
Accounting  Policies 


Basis  of  Acconoting 


The  Department  of  Livestock  uses  the  modified  accrual  basis  of 
accounting,  as  defined  by  state  accounting  policy,  for  its 
Governmental  and  Agency  Funds.   In  applying  the  modified 
accrual  basis,  the  department  records: 

Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable. 

Expenditures  may  include  entire  budgeted  service  contracts  even 
though  the  department  received  the  services  in  a  subsequent 
fiscal  year;  goods  ordered  with  a  purchase  order  before  fiscal 
year-end,  but  not  received  as  of  fiscal  year-end;  and  equipment 
ordered  with  a  purchase  order  before  fiscal  year-end. 

State  accounting  policy  also  requires  the  department  to  record 
the  cost  of  employees'  annual  leave  and  sick  leave  when  used  or 
paid. 


Basis  of  Presentation 


Governmental  Funds 


The  financial  schedule  format  is  in  accordance  with  the  policy  of 
the  Legislative  Audit  Committee.   The  financial  schedules  were 
prepared  from  the  Statewide  Budgeting  and  Accounting  System 
v.ithout  adjustments.   Accounts  are  organized  in  funds  according 
to  state  law.   The  department  uses  following  funds: 

rieneral  Fund  -  to  account  for  all  financial  resources  except 
those  required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  the  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specified 
purposes.    Department  Special  Revenue  Funds  include  Animal 
Health,  Inspection  and  Control,  and  Meat  and  Poultry  Inspection 
accounts. 
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Notes  to  the  Financial  Schedules 


Fiduciary  Funds 


Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  State 
in  a  trustee  capacity  or  as  an  agent  for  individuals,  private 
organizations,  other  governments  or  other  funds.    Department 
fiduciary  fund  includes  the  National  Beef  Check-Off  Agency 
Fund. 


2.     Annual  and  Sick  Leave 


Employees  at  the  department  accumulate  both  annual  and  sick 
leave.  The  department  pays  employees  for  100  percent  of 
unused  annual  and  25  percent  of  unused  sick  leave  credits  upon 
termination.   Accumulated  unpaid  liabilities  for  annual  and  sick 
leave  are  not  reflected  in  the  accompanying  financial  schedules. 
The  department  absorbs  expenditures  for  termination  pay  in  its 
annual  operational  costs.   At  June  30,  1990  and  at  June  30,  1991, 
the  department  had  a  liability  of  $538,350  and  $539,368, 
respectively. 


3.     Pension  Plan 


Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).   The  department's  contribution  to 
PERS  was  $167,979  in  fiscal  year  1990  and  $177,836  in 
fiscal  year  1991. 


4.      General  Fund  Balance 


The  General  Fund  is  a  statewide  fund.    Agencies  do  not  have  a 
separate  General  Fund  since  their  only  authority  is  to  pay 
obligations  from  the  statewide  General  Fund  within  their 
appropriation  limits.   Thus,  on  an  agency's  schedules,  the 
General  Fund  beginning  and  ending  fund  balance  will  always  be 
zero. 


5.      Beef  Check-Off 


The  department  collects  one  dollar  per  head  on  cattle  sold  at 
market  for  the  National  Beef  Council.   The  department  accounts 
for  the  money  collected  in  its  Agency  Fund.   The  table  below 
presents  the  activity  in  this  Agency  Fund. 
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Notes  to  the  Financial  Schedules 


Fiscal  Year  1989-90 

Fiscal  Year  1990-91 

Total  for  the  Two  Years 
Ended  June  30,  1991 


Collections        Disbursements 
$1,517,705  $1,545,235 

1.687.659  1.557.348 


$3,205,364 


$3,072,583 


At  the  end  of  fiscal  year  1990-91,  $168,590  remained  in  the 
Agency  Fund. 


6,     Brand  Registration 
Revenues 


The  large  increase  in  estimated  and  actual  license  and  permits 
revenue  between  fiscal  years  1989-90  and  1990-91  is  due  to  the 
recording  of  livestock  brands.   Every  ten  years,  the  department 
registers  brands  used  to  distinguish  and  identify  the  ownership 
of  livestock.   All  fees  collected  are  deposited  into  the  state 
Special  Revenue  Fund  for  the  department's  use,  but  under  state 
law  not  more  than  10  percent  of  the  net  brand  registration  fees 
may  be  expended  in  any  fiscal  year  except  in  the  case  of  an 
emergency. 
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DEPARTMENT  OF  LIVESTOCK 
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STAN  STEPHENS,  GOVERNOR 


STATE  OF  NADNTANA' 
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BRANDS  ENFORCEMENT  DIV   4C6  444  2045 

ANIMAL  HEALTH  DIV   406  444  2043 

BOARD  OF  LIVESTOCK     CENTRALIZED  SERVICES  406-444-2023 

MEAT,  MILK  &  EGG  INSPECTION  DIV    406  444  5202 


HELENA,  MONTANA  59620 


February  25,  1992 


Scott  A.  Seacat 
Legislative  Auditor 
State  Capitol 
Helena,  MT  59620 

Dear  Scott, 

In  response  to  the  recominendations  contained  in  the  audit  for  the 
biennium  ending  June  30,  1991,  the  Department  of  Livestock  submits 
the  following: 

Recommendation  #1 

We  recommend  the  department  evaluate  methods  to  reduce  the 
fund  balance  in  the  Special  Revenue  Fund. 

The  department  concurs  with  this  recommendation  and  will 
evaluate  and  consider  methods  to  reduce  the  fund  balance  in 
the  Special  Revenue  fund. 

There  are  several  factors  that  impact  the  department's 
evaluation  of  a  reasonable  fund  balance  and  the  calculation 
there  of: 

1.  The  department  has  to  make  certain  assumptions  and 
analysis  of  data  when  estimating  revenue  derived  from  the 
per  capita  fee,  i.e.: 

a.  )  Livestock  head  counts  that  are  for  the  previous 
year  rather  than  current,  b.  )  estimates  of  the 
current  year  revenue  rather  than  actual,  c.) 
estimated  revenue  from  sources  other  than  the  per 
capita  fee,  but  that  can  impact  fund  balance. 

2.  The  livestock  industry  is  cyclical  by  nature.  In  the 
early  1980 's  the  Board  actually  reduced  the  mill  levies 
applicable  to  the  department  as  livestock  head  counts  and 
values  were  pushing  the  fund  balance  up.  By  the  mid  80 's 
the  livestock  industry  was  suffering  from  reduced  values 
and  loss  of  head  counts  due  to  drought  and  in  fact,  the 
department  had  to  cut  back  on  personnel  and  operations 
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due  to  declining  revenue.  Although  the  decline  in 
revenue  has  subsided  because  head  counts  are  slightly 
increasing  and  a  change  from  an  ad  valorem  tax  to  a  per 
capita  fee,  the  department  has  still  not  reached  its 
previous  budget  level  in  some  programs  funded  with  SSR. 
Increases  in  programs  is  strictly  due  to  inflationary 
factors  and  a  slight  increase  in  personal  services  costs. 
The  department  does  not  want  to  get  caught  by  economic 
factors  in  the  industry  again  if  this  can  be  prevented, 
in  fact  in  some  areas  of  the  State  there  may  be  the 
possibility  of  a  drought  this  year.  As  times  get  tough, 
there  is  actually  an  increased  demand  for  services  by  the 
constituencies  of  the  department. 

The  department  has  imposed  the  same  per  capita  fees  for 
the  last  three  fiscal  years,  not  increasing  those  fees 
although  allowed  to  under  current  statute.  Because  the 
department  maintains  an  adequate  fund  balance,  it  was  not 
necessary  to  raise  the  per  capita  fee  to  cover  employee 
raise  expenses  incurred  this  biennium.  Those  raises 
amounted  to  $438,213  in  state  special  revenue  for  the 
biennium. 

In  referencing  Table  1  on  page  7  of  the  audit  report,  if 
the  beginning  fund  balance  for  1990-91  is  reduced  by  the 
amount  of  disease  emergency  and  stock  estray  funds,  the 
balance  as  a  percentage  of  F.Y.  expenditures  is  79.2% 
rather  than  93.4%,  The  department  feels  it  is  necessary 
to  have  a  fund  balance  of  at  least  50%  of  the  coming 
years  expenditures  at  the  end  of  any  fiscal  year  due  to 
the  timing  of  its  revenue  collection.  For  example,  the 
majority  of  the  per  capita  fee  is  collected  in  December 
and  June  of  each  year  in  conjunction  with  normal  property 
tax  collection  in  November  and  May.  The  County 
Treasurer's  are  required  to  submit  to  the  State 
Treasurer,  state  funds  collected  the  month  following 
their  collection  by  the  counties.  Also,  inspection  fees 
and  other  revenue  sources  for  the  department  are  not 
realized  until  late  fall  or  further  into  any  given  fiscal 
year. 

Additionally,  had  vacancy  savings  not  been  applied,  the 
Department  of  Livestock  would  be  spending  $238,070  more 
from  State  Special  Revenue  in  this  current  biennium. 

The  department  does  review  its  fund  balance  annually  and 
will  make  adjustments  as  the  Board  deems  necessary. 
Under  the  most  current  analysis  the  department  is  showing 
a  decrease  in  projected  fiscal  year  ending  fund  balance. 
To  what  extent  as  a  comparison  to  expenditures,  cannot  be 
calculated  at  this  point. 
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If  the  department  continues  to  experience  additional 
expense  due  to  threat  of  brucellosis  from  park  bison,  it 
could  most  likely  become  necessary  to  expend  set  aside 
emergency  disease  money  for  those  control  measures. 
Additional  unanticipated  expense  is  being  incurred 
regarding  tuberculosis  (TB)  in  game  farm  herds  of  elk  and 
deer.  The  operating  and  potential  indemnity  expenses  are 
presently  being  considered  by  the  department. 

Recommendation  #2 

We  recommend  the  department: 

A.  Account  for  the  proceeds  from  the  sale  of  estrayed 
animals  in  the  Agency  Fund  in  accordance  with  state  law. 

B.  Transfer  $34,692  in  interest  revenue  to  the  General  Fund. 

Although  the  department  admits  to  no  error  in  the  method 
that  it  has  handled  state  estray  proceeds,  it  could 
concur  with  part  A.  of  this  recommendation.  The  transfer 
of  estray  funds  from  the  State  Special  Revenue  fund  to  an 
agency  fund  will  be  discussed  at  the  next  Board  of 
Livestock  meeting,  March,  1992,  and  with  the  Board's 
direction  and  concurrence  the  funds  may  then  be 
transferred  as  recommended.  Regarding  part  B.  of  this 
recommendation,  the  department  does  not  concur  and  will 
not  transfer  the  amount  of  interest  noted  to  the  General 
Fund.  Whereas  the  department  does  not  allocate  interest 
earnings  to  specific  accounts  of  sale  (estray  funds),  it 
still  feels  that  claims  for  interest  can  be  made  in 
relation  to  these  funds.  Actually,  as  mentioned  in  an 
interim  audit  communication  memo,  dated  11/20/91,  there 
has  been  a  claim  settled  regarding  interest  from  estray 
monies  in  the  amount  of  $9,940  to  certain  individuals. 
This  would  reduce  the  amount  of  interest  m  question  to 
$24,752. 

Recommendation  #3 

We  recommend  the  department  comply  with  state  travel  laws. 

The  department  concurs  with  this  recommendation  and  feels  that 
its  review  process  of  travel  claims  has  improved  from  the  last 
audit  report. 

Only  one  claim  did  not  have  a  supervisor's  approval,  and  in 
the  previous  audit  there  were  five.  It  is  department  policy 
to  provide  three  ( 3 )  meals  per  day  when  employees  are  on  duty 
for  extended  periods  of  over  eleven  (11)  hours  per  day. 
Department  field  staff  are  on  call  seven  days  a  week,  24  hours 
per  day. 
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The  department  would  like  to  explore  the  possibility  of 
obtaining  an  exemption  to  the  two  meals  per  day  policy  so  that 
it  would  be  in  compliance  with  state  statutes. 

Total  departmental  travel  expenses  paid  in  F.Y.  90  were 
$138,330  and  in  F.Y.  91  were  $145,446,  for  a  biennium  total  of 
$283,776;  $924  is  .33%  of  the  total.  This  seems  like  a 
reasonable  error  ratio  given  the  number  of  transactions 
incurred  during  the  period.  The  department  and  it's  staff 
would  like  to  be  100%  correct  at  all  times,  but  given  the 
budgetary  constraints  we  all  work  with,  that  is  not  possible, 
and  still  may  not  be  if  we  had  all  the  help  we  need. 

Recommendation  #4 

We  recommend  the  department  address  the  terms  and  conditions 
required  by  state  policy  in  it's  contracts  for  services. 

The  Department  concurs  with  this  recommendation  and  all 
subsequent  contracts  will  contain  the  terms  and  conditions  as 
set  forth  in  State  policy  (MM  188-4-6).  The  department  legal 
staff  had  not  been  provided  with  a  copy  of  the  management  memo 
setting  forth  all  terms  and  conditions  to  be  included  in  state 
contracts.  This  recommendation  has  already  been  implemented. 

In  reference  to  the  required  proof  of  worker's  compensation 
coverage  or  an  exemption  from  workers  compensation  coverage, 
the  department  has  each  contractor  complete  the  Application 
for  Independent  Contractor  Exemption  Form,  LF840,  provided  by 
the  Division  of  Worker's  Compensation.  This  form  (LF840) 
along  with  the  signed  agreement  is  then  returned  to  the 
Department  of  Livestock.  The  Application  for  Independent 
Contractor  exemption  form  is  then  sent  to  Workers 
Compensation.  The  department  is  contact _ng  Workers 
Compensation  and/or  the  individual  contractors  to  obtain  the 
proper  certification.  The  .2partment  was  under  the  assumption 
that  it  would  receive  copies  of  workers  compensation  status 
from  the  Division,  but  had  not  during  the  period  covered  by 
this  audit.  The  department  has  received  certification  for 
some  contracts  this  fiscal  year. 

Recommendation  #5 

We  recommend  the  department  continue  improving  its  brand 
inspection  report  reconciliation  process. 

The  department  concurs  with  this  recommendation  and  does 
intend  to  continue  improving  it's  brand  inspection  report 
reconciliation  process. 

As  mentioned  in  this  audit  report,  the  department  does 
maintain  cattle  inspection  information  on  it's  computer  system 
and  intends  to  include  horse  and  sheep  inspection  documents  as 
soon  as  possible.   Due  to  personnel  and  equipment  constraints 
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the  department  has  not  accomplished  a  complete  check  of  all 
inspectors  at  this  point.  The  department  is  currently 
proposing  changes  to  streamline  the  Beef  Council  collection 
system,  if  this  can  be  accomplished  it  may  free  up  the 
necessary  equipment  (P.C.)  and  personnel  to  fully  comply  with 
this  recommendation.  The  department  will  still  encounter 
difficulty  with  field  staff  finding  time  to  follow  up  on 
discrepancies . 

Recommendation  #6 

We  recommend  the  department  address  timely  depositing  of  brand 
registration  collections  in  its  development  of  a  staggered 
brand  registering  system. 

The  department  concurs  with  this  recommendation  and  believes 
that  a  staggered  brand  re-recording  system  should  eliminate  or 
at  least  minimize  the  back  log  realized  by  the  department  when 
it  is  deluged  with  re-record  notices.  Even  if  the  department 
had  hired  15  to  20  additional  full  time  temporary  employees  to 
handle  the  receipting  of  fees  this  last  year,  it  would  not 
have  had  any  place  for  them  to  work. 

Recommendation  #7 

We  recommend  the  department  ensure  all  cash  and  checks  are 
secured  as  required  by  state  policy. 

The  department  concurs  with  this  recommendation  and  will 
ensure  that  all  monies  are  locked  in  a  drawer  or  safe  anytime 
the  work  station  is  unattended.  All  monies  are  put  in  a  vault 
for  safe  keeping  at  the  end  of  each  day. 

Recommendation  #8 

We  recommend  the  department  comply  with  Governor's  Office 
directions  in  preparing  its  schedule  of  federal  financial 
assistance. 

The  department  concurs  with  this  recommendation  and  will 
comply  with  directions  in  preparing  its  schedule  of  federal 
financial  assistance.  The  funds  noted  in  the  audit  report  are 
indirects  received  from  U.S.D.A.  -  F.S.I.S.  The  department 
did  report  to  the  Governor's  Office,  but  did  not  include  the 
federal  indirects  it  received  as  no  where  in  the  instructions 
does  it  mention  these  funds  were  to  be  included.  All  federal 
funds  will  be  reported  to  the  Governor's  Office  in  subsequent 
fiscal  years. 

Recommendation  4 9 

We  recommend  the  department  notify  the  Attorney  General  and 
the  Legislative  Auditor  of  any  actual  or  suspected  theft  in 
compliance  with  state  law. 
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The  department  concurs  with  this  reconunendation,  and  will 
report  any  actual  or  suspected  theft  to  the  Attorney  General's 
Office  and  the  Legislative  Auditor.  The  incident  noted  in  the 
audit  report  that  was  turned  over  to  the  appropriate  county 
attorney,  has  been  reported  to  the  Attorney  General  and  the 
Legislative  Auditor,  if  any  future  situations  of  this  nature 
arise,  they  will  also  be  reported  to  maintain  compliance  with 
state  law. 

Thank  you  for  the  opportunity  to  include  our  comments  in  your 
report,  and  again  as  in  the  past,  I  would  like  to  compliment  the 
Legislative  Auditor's  staff  for  the  professional  and  cooperative 
manner  in  which  they  conducted  their  audit  of  the  Department  of 
Livestock. 


Sincerely, ^ 

2(M  Ap 


't<M^ 


Wm.  S.  Fraser,  Executive  Secretary 
To  the  Board  of  Livestock 
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